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It is the purpose of this paper to discuss cost-benefit analysis in terms of: (1) 
its logic and meaning. (2) some of the misconceptions which prevail concerning this 
method of evaluation. (3) some of the problems and limitations of this method, and (4) 
the conclusions of a study which attempted to determine whether or not there is 
pay-off from an investment in vocational and technical education. Cost-effectiveness 
analysis is an attempt to establish the equivalent of a system of market principles for 
various types of government activities. One should not talk about education in terms 
of cost or needs alone. No cost can be justified without a reference to pay-off. and 
the satisfaction of any need cannot be justified without reference to cost. 
Cost-benefit analysis forces administrators to think through their objectives, 
concentrate on cost, and think in terms of alternatives. Some misconceptions are: (1) 
It seeks to conduct education on a least-cost basis. (2) Benefits are measured only 
in dollar terms. (3) Some things are not quantifiable. (4) The technique has not been 
fully developed, and (5) It tends to ignore political considerations. A Pennsylvania 
study was reported which revealed certain values of vocational-technical programs 
over other high school curriculums. (DM) 
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Cost~E£f cctiveness Analysis as a Method for the Evaluation 
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It is the purpose of this paper to discuss cost-benefit analysis 
in terns of (1) its logic and meaning; (2) some of the misconceptions 
vhich prevail concerning this method of evaluation; (3) some of the 
problems and limitations of this method; and (4) the conclusions of a 
study, conducted by the Institute for Research on Human Resources at 
The Pennsylvania State University, which attempted to determine whether 
or not there is pay-off from an investment in vocational and technical 
education. 

logic and Meaning of Cost-Benefit Analysis 

Under a free enterprise economy most private wants are satisfied 
through the workings of the market mechanism. Under this system it is 
assumed that, as a result of. consumer choice, goods and services will 
be produced to satisfy these private wants and that the limited resources 
of the economy will be allocated through the operations of the market 
in a manner which will yield the greatest output with a minimum use of 
^resources. 
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preparation of this paper the author had the assistance 
Brown and David Gumpper, Research Assistants, 



. There are, on the othei- hand, certain needs and wants which 
cannot, (or society prefers not to) be satisfied by the private 
sector. Certain wants, described as oocial wants, are those v;hich 
"must be satisfied by services that must be consumed in equal amounts 
by all.” These services are such that some people can benefit from 
them even if they do not pay for them. And there is no reason to think 
that such persons would make voluntary payments. Governmental 
expenditures of this type night include expenditures for flood control, 
defense, sanitation, etc. 

Another group of .wants which could be provided by the private 
sector but, for a variety of reasons, are handled by the public sector 
because society considers them meritorious, may be referred to as 
merit wants. Included in this category are such items as low-cost 
housing and free education, l.n these instances the wants could be 
satisfied by the private sector but society apparently thinks that there 
are certain social benefits which flow from these activities and therefore 



society snould assume the responsibility to satisfy these wants. 

It is not the purpose of this paper to discuss the pro’s and 
con s of whether the government should concern itself with these "merit” 
wants. ..ut it is the purpose of this papeir to concern itself with the 
co.tho^ by vnich it can be determined whether the provision of certain 
social . 1 ..- nerit wants by the government are carried on efficiently, 
cons.5vc..t ;.ith the objectives for which i^ las assumed the responsibility 
^ ** is meant the attainment of an objective at the lovrest 
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In the private sector of the economy the market place, in general, 
is the place where these evaluations take place. The inefficient firm 
may hav.e to go out of business. The firm that does' not produce goods, 
and services which satisfy the needs of the consumers may not survive. 

But what tests for efficiency and survival do we have when the government 
provides the goods and services? 

The only alternative to the market place for the purpose of 
testing the efficiency of production or the quality of the product 
is by cost-benefit or cost-effectiveness analysis. Such an analysis 
is nothing more than an attempt to establish the equivalent of a system 
of market principles for various types of government activities. It 
might be reasonable to assert that the method of analysis is crude and 
that adequate data are not available. Such charges, however, 

do not negate the necessity to develop appropriate tools and to obtain 

data to judge a particular government activity. 

* ^ 

The fact is that there is a tendency on the part of some 
educators to talk simply in terms of the "needs" of education. Their 
position is simple; the governmental agency should raise whatever 
funds are necessary to meet these "needs". On the other hand, there 
are some politicians who assert that there is a fixed sum of money 
available for educators . to spend on education. The fact is that one 
should not talk about education in terms of cost or needs alone. No 
cost can be justified without a reference to payoff. And the satisfaction 
of any cannot be justified without reference to cost.^^^ 



See Charles J. Hitch and Roland N. McKean, The Economi cs 

Nuclear Age . Atheneum Press, New York," 

1965, pp. 46-47T 
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This means that one cannot discuss the need for or the payoff 
from vocational education without relating them to costs. Nor can 
one talk about the costs of vocational education without relating them 
to payoffs. If private vocational schools survive it is reasonable 
to assume that these schools operate at a profit and that the private 
sector of the economy is willing to pay the price of tuition. It is 
not unreasonable to assume, further, that the buyers of the v^dreation 
find that it pays off. We can also assume that the profit motive will • 
be a sufficient stimulant to the ovTner of the private vocational 
school to keep costs as low as possible. 

But what controls do we have over the public education? What 
Incentives are there for the public educator to keep his costs down? 

What evidence is there that public education is being provided 
efficiently? What evidence is there that the objectives are being 
achieved? 

It Is being suggested that these are legitimate questions to 
ask during a period in our society when there are many demands for 
the provision of social and merit goods by the government. And, even 
within education, there are many demands for different forms of ‘ education. 
This means that decisions must be made as to the allocation of resources 
among competing educational programs. The only appropriate method for 
making these decisions is on the basis of a cost-benefit analysis. 

One aspect of cost-benefit analysis which should be stressed 
is Chat it is basically a "way of thinking". It tends, first, to force 
an administrator to think through his objectives. This does not mean 



that the objectives are easy to state. Too frequently they are expressed too 

broadly and do not reflect the "real” objectives. It is not enough, 

for example, to state that the schopls educate for the so-called 

"whole man". We must be more specific. Nor can it be stated that, 

for example, vocational education is designed to place a youngster 

In a job. Is it a job related to his training? Is it a job solely 

In terms of an initial placement or are we concerned with the duration 

f 

of the job? Is it simply the first job or a series of jobs? Is it a - 
job that leads to promotion? Is it a job that is satisfying to the 
graduate? 

Second, cost-benefit analysis, as a "v/ay of thinking", tends 
to force an administrator to concentrate on costs as well as objectives. 

The point need not be repeated that inputs and outputs are interrelated. 

Third, cost-benefit analysis, as a "way of thinking", forces 
an administrator to think in terms of "alternatives", that is, to 
think in terms of alternative ways of achieving the same objective. 

To refer to the satisfying of wants in the private sector again, it 
should be noted that the pressures of competition tend to force private 
enterprise to seek other and better means of producing a good or a 
service. Similarly, the concentration on alternatives forces the 
educational administrator to seek other and better means for the education 
of youth. In this way we can get change and innovation in education. 

In fact, it is the failure to evaluate educational curricula that leads 
to stagnation. It is only through constant evaluation that we can 
obtain innovation. 



The above commentF are designed to indicate in a constructive 

manner the logic and leaning of cost-benefit analysis. Despite what 

• • 

appears* to be a rather logical case for this type of analysis there 
is still considerable opposition to the technique. Such opposition 
reflects, first, certain misconceptions about the method. Second, 
educators have a diffe 'ent (and erroneous) view of evaluation. And, 
finally, educators view evaluation as a threat to their institutions. 
Each of these points will be discussed briefly. 

t 

Misconceptions of Cost-Benefit Analysis 

One of the most serious misconceptions about cost-benefit 
analysis is that it is merely a subterfuge for seeking to conduct 
education on a "least-cost” basis. This is a complete misunderstanding 
of the notion of efficiency. To an economist efficiency means the 
achievement of a given objective with the least cost or the maximization 
of a given objective with a given cost. Efficiency combines both input 
and output. 

A second misconception is that benefit is measured only in 
dollar terns, and that this is a form of crass materialism. Cost- 
benefit analysis recognizes that there are non-economic benefits 
VThich should be taken into account. Such non-economic benefits may. 
Include voting behavior, job satisfaction, cultural values, etc. 

However, it is essential these objectives should be established on 
the basis of decisions of the community to determine whether it wants 
to spend its funds (and how much) for the explicitly stated objectives, 
economic or non-ecor.:'uic. 
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A third criticism usually advanced against cost-benefit analysis 

» • . . 

is that there are some things that are not quantifiable. Presumably, 
this means that there is no way in which one can determine whether 
or not a given objective has been attained. If this is so, what 
justification exists .to continue expenditures for objectives which 
cannot be quantified? Why the assumption that non-quantif iable 
objectives are automatically good? Although certain objectives may 

V. 

be difficult to quantify, every effort should be made to dc^velop 
"inferential” (or proxy) indexes. For example, the extent of "interest" 
of students in a curriculum might be inferred from an index of absenteeism. 
Psychologists can be of great assistance not only in the development cf 
such indexes, but also in the creation of the necessary instruments 
designed to compute them. 

A fourth criticism frequently mentioned is that the cost-benefit 
technique has not been fully developed and, therefore, should not be 
applied. The first part of the statement is correct, but the conclusion 
does not follow. The fact is that once a decision is made to. spend 
more on, say, vocational education an implicit decision has been made 
that the benefits exceed the costs. Therefore, the issue is not 
whether cost-benefit analysis should be applied to vocational education. 

It is being done every day when an educational administrator decides 
to spend a dollar on vocational education rather than on another 
type of education. . The only question is whether the vocational education 
administrator should be required to state explicitly the manner in which 
he arrived at the decision. Winen the process of decision-making is made 
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explicit then others have an opportunity to judge the correctness of 
the process. It is only in this way that better decisions can be made 
on the allocation of limited resources for educational objectives. The 
rejection of an explicit cost-benefit analysis simply means a refusal 
to expose oneself to an evaluation of a decision-making process. In 
a democratic society this is unacceptable. In a democratic society 
the notion that the expert knows best is not tenable. 

Fifth, there is a misconception that the cost-benefit analyst 
substitutes his judgment for that of the decision-maker. The analyst 
may ask the administrator some pertinent (possibly impertinent) questions. 
In no Instance, however, does he substitute his values for those of the 
administrator. The analyst simply provides information — costs and 
benefits — of alternative lines of action designed to achieve the ob- 
jectives as outlined by the administrator. The analyst simply assists 
the educational administrator in meeting the objectives of the community 
in the most efficient manner. 

Finally, it is sometimes argued that cost-benefit analysis 
tends to ignore political considerations. Although the analyst ignores 
the political aspects of a program it does not necessarily follov; that 
the decision-maker should ignore "politics". This type of analysis will, 
however, tend to reveal the cost of a political decision and may well 
tend to minimize the role of politics in the decision-making process. 
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The Meaning of Evaluation 

The literature on the subject of evaluation is overwhelming. 

And it is not the purpose here to review this literature. However, 
the term ’’evaluation” appears to have several commonly accepted 
meanings. One must make it clear from the cutset in what sense the 
term is employed in order to avoid misunderstanding. In terms of 
definition, evaluation must be separated from closely related con- 
cepts v;ith which it is often confused. 

A major distinction must be made between evaluation of 
Individuals and evaluation of processes. Most educators still tend 
to think of evaluation only in terms of testing, or in terms of 
discriminating among individual students ,for administrative or 
Instructional purposes. Indeed, most of the professional literature 
concerning evaluation uses this concept as its focal point. This 
probably reflects the fact that most publications in the area have been 
done by educational psychologists, who are mainly concerned with 
problems of testing. Another type of evaluation is on an evaluation 
of the educational process as it is carried out within certain in- 
stitutions (i.e., within certain schools or school systems). The goal 
is not the assessment of the individuals but rather the assessment of 
the progress of all students within a program and the determination of 
reasons for the relative success of various aspects of this program. 

The definitional problem centers around a distinction between 
measurement and evaluation. To a large extent these two terms are used 
as equivalents byeducators. But the distinction between the two is 
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